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Key Economic Indicators (1) 


1982 
Domestic Economy (Constant Prices) 
Population (millions) %.1 
National Income -5.5 
(% change) 
Gross Industrial 
Production (% change) 
Gross Agr. Prod. 
(% change) 
Cost of Living 
(% change) 


Foreign Trade ($ million) 

Total 

Balance 633 1,009 1,080 640 
Exports 15,451 il,iz7? i1,7%2 11,255 
Imports 14,798 10,118 10,622 10,615 
With Non-Comecon Countries 

Balance 1,440 1,444 1,554 874 
Exports 5,195 5,047 5,491 5,084 
Imports 3,700 3,603 3,937 4,169 
With the United States 

Balance 91 56.6 82.6 97.3 
Exports 219.0 189.5 256.1 2322 
Imports 128.9 132.9 Lm35 134.9 


Other Economic Indicators 
(% Change in constant pr.) 1983 1984 1985 Total (1985) 


Coal Production 191.6 million tons 
Electrolytic Copper 387 thousand tons 


Sulfur 4.88 million tons 
Steel Production 16.1 million tons 


Electric Power Prod. 138 billion KWH 
Investment 

(constant prices) 1759 billion zloties 
Retail Sales 


Housing Construction 193 thousand units 


Footnotes: (1) Statistical Bulletin, Main Statistical Office (GUS), February 
1986 and The Statistical Annual Brief 1986, GUS. 

(2) The following exchange rates were used in the calculations: 

1982, zloties 85 = U.S. $1.00; 1983, zloties 95 = U.S. $1.00; 1984, 

zloties 114 = U.S. $1.00; and 1985, zloties 150.25 = U.S. $1.00. 





SUMMARY 


The Polish economy presents a picture of moderate growth and 
relative stability, against a background of continuing 
problems. Industrial production growth has been the high 
point, increasing by 3.8 percent in 1986 and 5.4 percent 
during the first six months of 1986. Agricultural production 
also has been very positive in recent years. However 
inflation, while reduced from earlier years, is still in the 
15 to 20 percent range, and shortages of some goods persist. 
The Government has not been able to maintain discipline in 
wages; increases are not justified by any improvement in 


productivity. There is no sign of alleviating the housing 
shortage. 


The Government has continued to emphasize reform as_ the 
watchword of its economic program, recently introducing a 
second stage to the reform program. However, the Government 
maintains a number of mechanisms of central control, 
particularly in the allocation of resources and through the 
subsidization of “priority” industries. These programs 
frustrate the operation of market forces, have had limited 
success in making the economy run more smoothly, and have 
instead raised doubts about the reform's future. 


Although Poland continues to run a hard currency trade 
surplus, this surplus is insufficient to service Poland's 

$ 31.3 billion hard currency debt, and both official and 
commercial creditors have concluded agreements to reschedule 
payments. In 1985 and the first six months of 1986, the level 
of Poland's hard currency exports declined from its 1984 
level, and this, combined with debt servicing requirements, 
places a severe constraint on Poland's ability to increase 
hard currency imports. Poland has a soft currency debt of 
about six billion transferable rubles. In 1986, Poland became 
a member of the IMF and World Bank. 


U.S. exports to Poland have declined significantly this year, 
at least partially as a result of this shortage of hard 
currency. Nevertheless, possibilities continue to exist for 
U.S. exports to Poland, particularly in certain high priority 
areas. In addition, the Polish Government approved a joint 
venture law in early 1986 which may provide investment 
opportunities in both services and production. 
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PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


By most measures, conditions since the economic crisis of 
1980-82 have improved somewhat, although in 1985, the third 
year of the recovery, the rate of growth began to slow. 
National income rose 3.2 percent in 1985, after rising 5.6 
percent in 1984 and 6 percent in 1983. The three years of 
growth were not sufficient to offset the four previous years, 
1979-82, in which national income fell over 25 percent. Based 
on current Polish forecasts, per capita national income is 
unlikely to get back to the level of 1978 until after 1990. 


Gross industrial production in 1985, which was based on 
continued growth in the manufacturing sector, grew 4.4 percent, 
significantly less than during the 1983-1984 period. The 
Government has highlighted the harsh winter as the major cause 
of the economic slowdown in 1985. Polish industrial production 
picked up in the second half of 1985 but not sufficiently to 
make up for the effects of the early months of the year. 
Although some of Poland's industrial mainstays performed poorly 
(steel production was down 1.5 percent) other industries posted 
impressive gains, particularly in computers, precision 
instruments industries, and pharmaceuticals. The 1985 picture 
carried into the first half of 1986, with industrial production 
growing by 5.4 percent. 


Poland's economy has benefitted substantially from good 
agricultural weather starting in 1983 and which has continued 
this year. Grain harvests in 1985 were three percent below the 
record year of 1984, but still showed very favorable results 
with a total of six million tons of grain procured by the 
central authorities. In addition, the procurement of livestock 


for slaughter grew by 11.5 percent. The 1986 grain harvest 
appears to be excellent. 


Since 1982, Polish authorities have attempted economic reforn, 
but the economic reform program has met with a number of 
difficulties. The reforms were started in 1982 with the 
passage of eight major pieces of legislation. The basic aim of 
reform has been to increase efficiency through a number of 
decentralization measures, including expansion of enterprise 
autonomy, introduction of a system of worker councils at the 
factory level, reduction of bureaucracy, and price and 
financial reforms. A key objective is to provide factory 
managers with the authority to manage the firm rationally and 
to make this possible through use of market mechanisms -- to 
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give them the capability of developing enterprises which are 
independent, self-managing and self-financing. In mid-1985, 
the reform underwent a shift in emphasis from a program aimed 
at the structural transformation of the economy to one aimed 
principally at increasing efficiency within the existing 
system. Proponents of this shift argue that it is at least 
better than a return to command-style planning, while others 
believe that reform must attack the economy's institutional 
problems if it is to have any chance of success. 


A rededication to reform, announced in July at the Tenth Party 
Congress as the "second stage” of reform, responded to a 
general perception that the program was moribund and had 
reached a crossroads. The second stage is to concentrate on 
promotion of rational prices, use of credit policy, and better 
export performance. However, economic constraints, especially 
supply shortfalls, have provided a rationale for maintaining a 
pervasive direct government involvement in the economy, notably 
through price controls and allocation of resources. In this 
climate, enterprise managers are reluctant to assume greater 
responsibilities. Among Polish commentators, hope that reform 
will begin to address serious economic problems is tempered by 
doubts that the inertia of resistance can be overcome. 


Wages, Incomes, and Market Supplies: In the last year, good 


agricultural harvests brought continued improvements in market 
supplies. Overall retail sales in 1985 increased by 4.2 
percent in constant prices in spite of continued shortages in 
certain durable goods. A government decision to raise prices 
in the fall of 1985 was accompanied by the abolition of all 
food rationing except for meat and chocolate. Recent price 
increases have been held to a minimum, reflecting government 
sensitivities about inflation and possible social reaction. 
During 1985 the Government succeeded in holding inflation down 
to 14.6 percent, a marked improvement from 1982 when inflation 
was over 100 percent and 1983 when it was 25 percent. It is 
running at about 18 percent for 1986. 


The Government introduced in February 1986 a system of 
experimental "free market” meat sales. This system permits a 
farmer to sell his meat at a public market for the going 
price. The system was initially introduced in three 


voivodships (states) and was expanded throughout Poland in 
September 1986. 


In 1985, average incomes increased by 21.8 percent in nominal 
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terms, with personal expenditures also up by 18.4 percent over 
1984. The Government's inability to control wage growth has 
resulted in an increase in the stock of money held by the 
public (a concept that equals income minus expenditures and 
includes both savings and forced savings). In 1985 the stock 
of money increased by 617.9 billion zloties. However, Poles 
appear willing to hold this money, thus this increase in 
potential purchasing power has occurred simultaneously with an 
increase in market supplies, although certain durable goods 
remain in short supply. 


The Government has been unable to control growth in weges, but 
is attempting to tie wage growth to productivity increases. 
However, the government's tools remain weak, and it has 
apparently decided to continue its policy of buying labor peace 
with wage increases. In some sectors its bargaining position 
is weakened by a chronic shortage in labor supply. 


Housing continues to be a serious socio-economic problem. In 
1985, a total of 193,000 new housing units were completed 
(136,000 by the socialized sector and 57,000 by the private 
sector). The completion rate of the socialized sector was 3.8 
percent lower than in 1984 while the completion rate of the 
private sector increased by 4.3 percent. The increase in the 
completion rate of the private sector reflects a conscious 
policy of the government to transfer responsibility for growth 


in housing to the private sector. However, the government has 
not provided the private sector with the resources necessary to 
increase production sufficiently to make any serious dent in 
Poland's severe housing shortage. 


Foreign Trade: In 1985, Poland ran a hard currency trade 
surplus of $1,077 million with hard currency areas, a decline 
of one-third from the 1984 surplus. Imports from the West 
increased by 8.1 percent, while exports fell by 3.8 percent. 
With other socialist countries, Polish imports in 1985 
increased 5.8 percent and exports rose by 7.7 percent, but 
Poland ran a deficit of 684 million transferable rubles. So 
far in 1986, based on statistics for the first six months, 
Poland's hard currency surplus has further fallen off with 
exports to market economies declining by three percent while 
imports increased 3.2 percent compared with the same period in 
1985. Poland did devalue the zloty by 16.8 percent as of 
February 1, 1986 and by 17.4 percent on September 1, 1986, and 
this may have some small effect on promoting exports and 
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discouraging imports. In trade with CEMA countries, Poland's 
deficit for the first half of the year was 300 million 
transferable rubles. 


During 1985, composition of exports shifted further toward raw 
materials, continuing a trend begun in 1983. The export share 
of fuels and energy, food and farm produce and mineral industry 
products increased. In the same period, the export share of 
engineering industry products, chemical industry equipment and 
power-generating equipment declined. In the first half of 
1986, this trend was reversed. On the one hand raw material 
exports fell, reflecting to some extent a plateau in coal 
production which is expected to continue over the next several 
years. Also, food and farm product exports suffered from 
restrictions by importing countries following the Chernobyl 
nuclear accident. On the other hand, there was an absolute 
increase in the export of engineering products to CEMA member 
countries, and to a lesser extent to hard currency areas. 


Imports in 1985 were primarily used as inputs in production 
processes, and capital equipment imports have increased to 
about 7.5 percent of all hard currency imports. However, 
current investment in capital equipment is still not adequate 
to offset the continuing trend of overall decapitalization of 
plant and equipment. In the first six months of 1986, imports 
of capital equipment and production supplies increased just 6.9 


percent and 5.7 percent, respectively, while consumer goods 
imports rose 22.2 percent. 


Balance of Payments: Poland's balance of payments situation 
remains acute. Given its current and capital account 


performance, it is incapable of servicing its foreign debt and 
will have to continue to reschedule with its creditors. In 
September 1986, Poland signed its fifth rescheduling agreement 
with western commercial bank creditors, this time a multi-year 
accord which provides some breathing room as well as a 
short-term credit facility. In July 1985, Poland reached an 
agreement with its official creditors to reschedule its 
1982-1984 maturities on its official debt. In November 1985, 
Poland reached agreement with its official western creditors 
to reschedule its 1985 maturities. Poland's total hard 
currency debt increased from $29.3 billion at the end of 1985 
to $31.3 billion at mid-1986, due primarily to the devaluation 
of the dollar vis-a-vis other western currencies. 
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Immediate prospects for reducing hard currency debt are poor. 
At mid-year, Poland has secured a trade surplus of just $430 
million, only 33 percent of the surplus which had been 
targetted for the year. Hard currency debt financing 
requirements will be $2.8 billion this year. The USSR, which 
holds the bulk of Poland's debt in non-transferable (soft) 
currency, has agreed that Poland may continue running a 
bilateral trade deficit until 1988. Soft currency debt stands 
at about 6.0 billion transferable rubles. 


In 1986, Poland became a member of the International Monetary 
Fund (IMF) and the International Bank for Reconstruction and 
Development (World Bank). A standby program with the IMF could 
provide some slight balance of payments relief to Poland, but 
it is not expected that such a program will be negotiated until 
1987. World Bank plans for activities in Poland are not known 
at this time. 


Prospects: The Polish Government has drafted a relatively 
modest five-year plan for the 1986-1990 period. During this 
period, national income is expected to grow from 3.0 to 3.5 
percent per year. Inflation is to be brought below ten percent 
by 1990, at the same time that prices are allowed to move 
closer to equilibrium levels. However, planners recognize that 
this level of growth requires the economy, which uses resources 
very inefficiently, to realize significant savings in energy 
and materials in production processes. The Government is 
anticipating levels of growth in exports to and imports from 
hard currency trade partners at a level of three to four 
percent per year. Exports to CEMA partners are expected to 
increase significantly faster than Polish imports from CEMA 
countries. Thus, the five-year plan provides that Poland will 
only gradually overcome some of its major economic 
difficulties. Economic reform issues are being intensively 
discussed in Poland, and the key question remains the extent to 
which intentions will be translated into action. The external 
debt servicing problem will remain severe, and the task of 
balancing debt repayments against the imperative to increase 
imports from the West will continue to plague Polish trade 
policy. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


The marginal improvement in the trade outlook first noted last 





afin 


year has dimmed slightly in 1986. Major investment projects 
remain on hold, and financing for spare parts and other capital 
equipment maintenance is becoming increasingly difficult to 
find. Industrial enterprises holding RODs (bank deposits of 
hard currency earned from exports, to be used by the enterprise 
for direct purchases from western suppliers) find their funds 
unavailable for withdrawal in many instances. Debt repayment 
pressures have caused the foreign trade bank to reprogram some 
deposits held by state-owned enterprises to meet rescheduling 
deadlines. As a result, delays in opening letters of credit 
for these enterprises have become frequent and prolonged. 


Polish-U.S. trade fell steeply in 1986, paced by a sharp 
decline in U.S. agricultural exports. Sales of these 
commodities dropped sixty percent in the first half of the year 
- a trend that is expected to continue - as Poland enjoys its 
fifth consecutive good harvest, and searches out alternate 
sources for its remaining grain needs. Non-agricultural 
exports fell a more modest 8 percent. The U.S. trade deficit 
with Poland, first recorded in 1985, is expected to grow 
considerably by the end of 1986. Poland's exports to the 
United States have been running at a consistent level of about 
$ 250 million annually since 1981, and this trend is continuing 
in 1986. Imports from Poland are not accorded Most Favored 
Nation (MFN) tariff treatment when entering the United States. 


Better sales have been resulting from marketing strategies 
aimed once again at Foreign Trade Organizations, especially 
those charged with helping to implement operational programs 
and fulfill government orders. Best prospects continue to be 
found in the areas of health, general agriculture, food 
processing and packaging, general transportation, and 
construction and renovation. Varying amounts of hard currency 
are available for Western purchases in these sectors. 


One approach taken by some firms targets private hard-currency 
holders in Poland, through sales compaigns focused on PEWEX and 
Baltona, the country's two hard-currency chain stores. 

Combined turnover in these outlets is well over half a billion 
dollars annually. The shops provide an array of food, 
electronic, cosmetic, and other consumer goods, and take 
special orders for automotive and industrial goods. 


In an effort to attract foreign capital to Poland's 
export-oriented industries, the Polish Parliament in April 
passed a joint-venture bill. Under the terms of the law, which 
went into effect on July 1, a foreign partner may own up to 49 
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percent of the holdings, enjoy a two-year tax holiday, sell 
between 15 and 25 percent of hard-currency export earnings to 
the government at the official exchange rate, and repatriate 
the remainder after prorata sharing with the Polish partner. 
Several U.S. companies are currently exploring possibilities 
for joint ventures in both the services and manufacturing 
sectors. 


Poland continues officially to encourage foreign investment, in 
general, especially to revive unused or underused industrial 
capacity, but in recent years this investment has not figured 
importantly in the Polish economy. American firms are not 
entering into large new cooperative ventures in Poland as in 
the past, although several U.S. firms have recently renewed 
long-term agreements about to expire. Despite restrictions on 
their activities, including a punitive taxation system and a 
doubling of escrowed "good faith” monies, American and other 
foreign investors have found some success in "Polonia" small 
business enterprises (i.e. private businesses 100 percent-owned 
by foreigners). Those which the Polish Government perceives as 
bringing direct benefit to the national econony have the 
greatest chance of thriving. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (oBr’s) 
BLINDFOLDED? bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

- Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


~ Your Staff in Washington 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


wT ee 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 
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I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 
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